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Department of the TREASURY 
WASHINGTON. O.C. 20220 TELEPHONE W04-2041 

NOTE TO CORRESPONDENTS October 10, 1974 

Attached are tables which illustrate the effect of 

the proposed 5 percent Surchar~e on families and individual 

taxpayers in varying tax situations. 

Attachment 

WS-124 
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Illustrations of the Effect of the 5 Percent Surcharge 

on Four Person Families 

dollars 
Adjusted gross income (wages) 

:15,000:16.000:17,000:lap00:20.000:25.000:3op00:40,000:50,000 

Present law tax ..................... o •••••••••••••• 

Surcharge •..................•....•..........•...... 

Surcharge as percent of present tax \k) 

Office of the Secretary of the Treasury 
Office of Tax Analysis 

Note: Calculated assuming 17 percent itemized deductions. 

1,699 1,882 2,064 2,247 2,660 3,750 4,988 7,958 11,465 

0 3 12 21 42 97 158 307 482 

0 0.2 0.6 0.9 1.6 2.6 3.2 3.9 4.2 

October 9, 1974 
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Illustrations of the Effect of the 5 Percent Surcharge 

on Single Persons 

dollars 
Adjusted gross income (wages) 

:7,500:8,000:9,000:10,000:15,000:20,000:25,000:30,000:40,000 

Present law tax •.........................•.......•. 

Surcharge .•.......•............•............•.....• 

Surcharge as a percent of present tax (%) 

Office of the Secretary of the Treasury 
Office of Tax Analysis 

.......... 

995 1,087 1,283 1,482 2,549 3,783 5,230 6,850 10,515 

0 4 14 24 78 139 212 293 476 

0.4 1.1 1.6 3.1 3.7 4.1 4.3 4.5 

October 9, 1974 

Note: Calculated assuming 17 percent itemized deductions or minimum standard deduction if more favorable. 



- 4 -

Illustrat.ions of the Effect of the 5 Percent Surcharge 

on Four Person F81llilies 

Case A: ............................... $15,000 income 

Case B: .......... ·• ... ·• '. ·• .............. . $20,000 income 

Case C: ................................ $50,000 income 

Off ice of the Secretary of the Treasury 
Off ice of Tax Analysis 

October 8, 1974 
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Case A: $15,000 Income 

Wages (adjusted gross income) ................................ $15,000 

r.ess four personal exemptions. (@ $750) ••o•••••••••••••••••o•• -3,000 

Less deductions for personal expenses (assumed 17 percent 
of inc0U1e) ••.•..•.•..•..•.•.•••••.•..•.••.•....•..•.••.••.• -2,550 

Equals taxable income ••••••••••••••••••••••••• 0 •••••••••••••• 9,450 

Tax before surcharge ......................................... 1,699 

Less surcharge floor for joint returns •••••• 0 ••••••••••••• 0 •• -1,820 

Equals tax subject to surcharge 0 ••••••••••••••••••••••••••••• 0 

Five percent surcharge ······································· 0 

Tax after surcharge .......•..................•.•............. 1,699 

Tax increase (surcharge) as percent of present law tax 0 

Off ice of the Secretary of the Treasury 
Off ice of Tax Analysis 

October 8, 1974 
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Case B: $20,000 Income . 

Wages (adjusted gross income) ................................ $20,000 

Less four personal exemptions (@ $750) ....................... •3,000 

Less deductions for personal expenses (assumed 17 percent 
of incCJID.e) •••••••••• •.• ••••••••••••••••••••••.•• •'• ••••••••••• -3.400 

Equals taxable income ..................................... ·• . . . ' 13,600 

Tax before surcharge ......................................... 2,660 

Less surcharge floor for joint returns ....................... -1,820 

Equals tax subject to surcharge .............................. 840 

Five percent surcharge ....................................... 42 

Tax after surcharge ............................................ 2,702 

Tax increase (surcharge) as percent of present law tax ....... 1.6% 

Office of. the Secretary of the Treasury 
Office of Tax Analysis 

October 8, 197.4. 
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Case C: $50,000 Incotne 

Wages (adjusted gross income)~···••••••••••••••••••·•••••••••• $50,000 

Less four personal exemptions (@ $750) ••••••••••••••••••••••• -3,000 

Less deductions for personal expenses (ass\lllled 17 percent 
of inc01D.e) •..•.•.••.••.••••..•.•..•.••.••• o • • • • • • • • • • • • • • • • -8, 500 

Equals taxable income .... •'• ................................. . 38,500 

Tax before surcharge • 0 •••••••••••••••••••••••••• 0 •••••••••••• 11,465 

Less surcharge floor for joint returns ....................... -1,820 

Equals tax subject to surcharge .............................. 9,645 

Five percent surcharge ....................................... 482 

Tax after surcharge ......................................... . 11,947 

Tax increase (surcharge) as percent of present law tax ••••••• 4.2% 

Office of the Secretary of the Treasury 
Off ice of Tax Analysis 

October 8, 1974 
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Illustrations of the Effect of· the S Percent Surcharge 

on Single 'l'axpayers 

Case D_ ............................... $ 7 ,500 incane 

Case E ••••••••••••••••••••••••••••••• $10 1 000 income 

Case F ............................... $l5 1 000 income 

Office of the Secretary of the Treasury 
Office of Tax Analysis 

October 8, 1974 
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Case D: $7,500 Income 

Wages (adjusted gross income) •·••••••••••••••••••••·~··•••••• $7,500 

Less . one personal exemptions (@ $750) ••••••••••• •.• •••••••••• -750 

Less deductions for personal expenses (assumed 17 percent 
of income) or minimum standard deduction..................... -1,300 

Equals taxable income ................... -. .................... . 5,450 

Tax before surcharge ........................................ ~ . •. 995 

Less surcharge floor for single returns ••••••••••••••• ~ ••••••• -995 

Equals tax subject to surcharge •••••••••••••••••••••••••••••• 0 

Five percent surcharge••••••••••••••••••••••••••••••••••••••• 0 

Tax after surcharge ••••••••••••••••·····•••••••••••••••••••••• 995 

Tax increase (surcharge). as percent of present law tax ••••••• 0 

Office of the Secretary of the Treasury 
Off ice of Tax Analysis 

October 8, 1974 

I: 
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Case E: $10,000 Income 

Wages {adjusted gross income) ................................ $10,000 

Less one personal exemptions (@ $750) ............... ·-· ..... . -750 

Less deductions for personal expenses (assumed 17 percent 
0£ income) ..•.......•.......•....•..•......••.. ; .•.•••.•..• -1,700 

Equals taxable income ............................... •-....... . 7,550 

Tax before surcharge ......................................... 1,482 

Less surcharge floor for single returns ....................... -995 

Equals tax subject to surcharge .............................. 487 

Five percent surcharge 0 •••••••••••••••••••••••••••••••••••••• 24 

Tax after surcharge .. ~ ...•.................•...•...•..•..•..• 1,506 

Tax increase (surcharge) as percent of present law tax ....... 1.6% 

Off ice of the Secretary of the Treasury 
Off ice of Tax Analysis 

October 8, 1974 
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Case F: $ 15 ,000 Income 

Wages (adjusted gross income) ••••••••••••••••••••••••••••••••• $15,000 

Less one. personal exemptions . (@ $750) ....................... -750 

Less deductions for personal expenses (assumed 17 percent 
of incOIDe) •..•.•..•.••..•.•..•.•.••.••.•.••.•••••••.••••••. -2,550 

Equals taxable income ....................... • ................ . 11, 700 

Tax before surcharge ......................................... 2,549 

Less surcharge floor for single returns ....................... -995 

Equals tax subject to surcharge .............................. 1,554 

Five percent surcharge ....................................... 78 

Tax after s urcl1arg e ... _ ............................•.......... 2,627 

Tax increase (surcharge) as percent of present law tax ....... 3. lio 

Office of the Secretary of the Treasury 
Off ice of Tax Analysis 

October 8, 1974 
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Illustrations of the Effect of the 5 Percent Surcharge 

on Four Person Families 

Case G ............................... $25,000 income 

Case H ............................... $30,000 income 

Case I ............................... $40,000 income 

Office of the Secretary of the Treasury 
Off ice of Tax Analysis 

October 9, 1974 
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Case G: $25,000 Income 

Wages (adjusted gross income) ••••••••••••••••••••••••••••••••• $25,000 

Less four personal exemptions (@ $750) ....................... -3,000 

Less deductions for personal expenses (assumed 17 percent 
of inc0111e) •..•.•.•••.. • .••••••••••••.•••••••.••••.••.••••••• -4,250 

Equals taxable income •····•··•·•··•·••·•··••••·········••···•· 17' 750 

Tax before surcharge .......................................... 3, 750 

Less surcharge floor for joint returns ....................... -1,820 

Equals tax subject to surcharge •••••••••••••••••••••••••••••• 1,930 

Five percent surcharge ....................................... 97 

Tax after surcharge .. • .. • .....•.•..•........•...•..•..•....•.. 3,847 

Tax increase (surcharge) as percent of present law tax 2.6% 

Office of the Secretary of the Treasury 
Office of Tax Analysis October 9, 1974 
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Case H: $30,000 Income 

Wages (adjusted gross income) ................................ $30,000 

Less four personal exemptions (@ $750) ........................ -3,000 

Less deductions for personal expenses (assumed 17 percent 
of inccnne) ......•....•....•.......•..•.••.•..•.......•..•.• -5,100 

Equals taxable income ........................................ 21,900 

Tax before surcharge ......................................... 4,988 

Less surcharge floor for joint returns ....................... -1,820 

Equals tax subject to surcharge .............................. 3,168 

Five percent surcharge ....................................... 158 

Tax after surcharge .......................•.................. 5,146 

Tax increase (surcharge) as percent of present law tax •.••••• 3.2% 

Office of the Secretary of the Treasury 
Off ice of Tax Analysis 

October 9, 1974 
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Case I: $40,000 Income 

Wages (adjusted gross income) ................................ $40,000 

Less four personal exemptions (@ $750) ....................... -3,000 

Less deductions for personal expenses (assumed 17 percent 
of income) ..•....•..•.......•..........•....•....•.•••.•.•• -6,800 

Equals taxable income ....................... ~ ............... . 30,200 

Tax before surcharge .................................. • ...... . 7,958 

Less surcharge floor for joint returns ....................... -1.820 

Equals tax subject to surcharge .............................. 6,138 

Five percent surcharge 0 ••• 0 •••••••••••••••••••••••••••••••••• 
307 

Tax after surcharge ...................................•...... 8,265 

Tax increase (surcharge) as percent of present law tax ....... 3.9% 

Office of the Secretary of the Treasury 
Office of Tax Analysis 

October 9 ,. 1974 
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·. 

Illustrations of the Effect of· the 5 Percent Surcharge 

on Single Taxpayers 

Case J ............................... $20,000 income 

Case K .............................. $25, 000 income 

Case L .............................. $30,000 income 

Off ice of the Secretary of the Treasury 
Off ice of Tax Analysis 

October 9, 1974 

. ., ..... -
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Case J: $20,000 Income 

Wages (adjusted gross income) ••••••••••••••••••••••••••••••••• $20,000 

Less on~ personal exemptions.(@ $750) •••••••••••• ~ •••••••••• 

Less deductions for personal expenses (assumed 17 percent· 
of income) •...............•....•..•....•....••.•..•.•.•.••. 

. . 
Equals ta::<.ab le income •.•.••••••••.•••• ft ••••• . 4! ••• _• ••••••••••••.. 

Tax before surcharge .......................................... 
Less surcharge floor for single returns ....................... 
Equals tax subject to surcharge•••••••••••••••••••••••••••••• 

-750 

-3,400 

15,850 

3, 783 

-995 

2,788 

Five percent surcharge . . . . . . • . • . . • . . • . . . •. . . . • . • • . • . . • . • . . • • . • 139 

Tax after surcl1arge ..• _ .•..••••.••.•.••.•••••••.•.•••••.•.•••• 3,922 

Tax increase (surcharge) as percent of present law tax ....... 3.7% 

Off ice of the Secretary of the Treasury 
Office of Tax Analysis 

October 9, 1974 
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Case K: $25,000 Income 

Wages (adjusted gross income) •••••••••••••••••••••••••••••••• $25,000 

Less one personal exemptions (@ $750) 
················~······ -750 

Less deductions for personal expenses (assumed 17 percent 
of inc01ne) ••••.•••••••••••••••.•••••••••••••••••• ; ••••••••••• -4,250 

Equals taxable income ......................................... 20,000 

Tax before surcharge ......................................... 5,230 

Less surcharge floor for single returns ....................... -995 

Equals tax subject to surcharge .............................. 4,235 

Five percent surcharge·••••••••••••••••••••••••••••••••••••••• 212 

Tax after surcharge •••••••••••••••••••••••••••••••••••••••••• 5,442 

Tax increase (surcharge) as percent of present law tax ....... 4.1% 

Off ice of the Secretary of the Treasury 
Office of Tax Analysis 

October 9; 1974 

.· 
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Case L: $30,000 Income 

Wages (adjusted gross income) •••••••••••••••••••••• ' <!' •••••••• $30,000 

Less one personal exemptions (@ $750) ••••••••••••••••••••••• -750 

Less deductions for personal expenses (assumed 17 percent 
of income) or minimum standard deduction .•••••••••••••••••••• -5.100 

Equals taxable income ......................................... 24, 150 

' Tax before surcharge ........................ •· ............... . 6,850 

Less surcharge floor for single returns ....................... -995 

Equals tax subject to surcharge .............................. 5,855 

Five percent surcharge ....................................... 293 

Tax after surcharge •••.•.•••••.••••• ; ••••••.••.••••.••••••••• 7,143 

Tax increase (surcharge) as percent of present law tax ••••••• 4.3% 

Off ice of the Secretary of the Treasury 
Off ice of Tax Analysi.s 

October 9, 1974 



SUMMARY OF FACTS ON TAX CUT BILL 

1. Rebate of 1974 taxes 

--rebate generally equals 10% of 1974 tax liability 
--minimum rebate equals lesser of actual tax liability 

or $100 
--maximum rebate equals $200, phased down to $100 

between AGI $20,000 and $30,000 
--for married persons filing separately, $50 minimum 

$100 maximum and phase down between $10,000 and $15,000 
--rebates disregarded for purposes of other benefit programs 

COST: $8.1 billion 

2. Standard deduction changes 

--minimum standard deduction (low income allowance) in
creased from $1,300 per return ($650 for married 
persons filing separately) to $1,900 for a joint 
return or surviving spouse, $1,600 for single persons, 
and $950 for married persons filing separately 

--maximum standard deduction increased from 15% of AGI 
(with a maximum of $2,000, or $1,000 for -a married 
person filing separately) to 16% of AGI (with a 
maximum of $2,600 for a joint return or surviving spouse, 
$2,300 for a single person, and $1,300 for married 
persons filing separately 

--effective for one year (generally 1975 calendar year) 

COST: $2.5 billion 

3. Personal exemption tax credit 

--new $30 per exemption tax credit (except blind and 
aged exemptions) in addition to present law personal 
exemptions 

--effective for one year (generally 1975 calendar year) 

COST: $5.3 billion 
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4. Earned income credit 

--refundable credit equal to 10% of earned income of 
an eligible individual with maximum of $400 

--to be eligible, must maintain a household within the 
United States that includes a dependent child 

--maximum credit phased down to zero between AGI 
$4,000 and AGI $8,000 

--under AFDC provisions, the earned income credit is 
taken into account in determining AFDC eligibility 

--effective for one year (generally 1975 calendar year) 

COST: $1.5 billion 

5. Child care deduction 

--increases the income level at which the phase out of 
of the maximum allowable deduction ($4,800) begins. 
The old phase out began at $18,000, phasing down to 
zero at $27,600. The new phase out begins at $35,000, 
phasing down to zero at $44,600 -- permanent change. 

COST: $0.l billion annually 

6. Sale of principal residence 

--increases from 12 to 18 months the period. during 
which the seller of an old principal residence must 
purchasi a new principal residence, if he wishes to 
apply section 1034 to avoid recognition of gain. When 
construction of the new principal residence is begun 
by the taxpayer himself, the period is increased from 
18 to 24 months. 

--permanent change - COST: Nominal 

7. House purchase credit 

--new tax credit for purchases of a principal residence 
equal to 5% of the taxpayer's tax basis, with maximum 
credit of $2,000. A taxpayer's tax basis in a new 
principal residence may be less than cost if, for example, 
he sold an old principal residence, avoided recognition 
of gain through the application of section 1034, and 
was required to reduce his basis in the new principal 
residence by the amount of gain not recognized. 

--applies only to purchases of new houses (including mobile 
homes and residential units in condominiums or cooperative 
housing projects). That is, the taxpayer must be the 
first occupant. 
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--applies only to new houses, etc., the construction 
of which was commenced prior to March 26, 1975. 

--purchaser must attach to his tax return a certification 
by the seller that the purchase price is the lowest 
price at which the residence was ever offered for sale. 
If the certification is false, the purchaser may 
recover, in a civil action, three times the difference 
between the purchase price and the lowest offered price 
(plus a reasonable attorney's fee) and the seller may 
be prosecuted. 

--effective for acquisitions after March 12, 1975, and 
before January 1, 1977, but applies to 1976 acquisitions 
only if constructed by the taxpayer or acquired by 
the taxpayer under a binding contract entered into 
before January 1, 1976. 

COST: $0.6 billion 

8. Withholding 

--new withholding tables reflecting standard deduction 
changes, personal exemption tax credit, and earned 
income credit to take effect May 1, 1975. IRS 
advises that employers may be unable to meet that 
deadline even if new tables made available by IRS in 
record time. 

9. Investment credit 

--two year increase in investment credit from 7% (4% 
in the case of public utilities) to 10%. Upon 
lapse of the temporary increase, public utilities 
would again be eligible for a 4% credit only. 

--additional 1% credit (for-total 11% credit) during the 
two year temporary period for corporate taxpayers 
only and on condition that stock of the taxpayer 
(or a parent corporation) having a value equal to 
the tax savings generated by the additional 1% 
credit is transferred to an employee stock ownership 
plan (ESOP). No deduction is allowed to the employer 
for the transferred stock, and the employees are 
not taxed until they receive distributions from the plan. 
The plan may be a qualified or a nonqualified plan. 
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--for public utilities, increase in the portion of 
tax liability that may be offset by the investment 
credit from 50% to: 100% in 1975 and 1976, 90% in 
1977, 80% in 1978, 70% in 1979, 60% in 1980, and 
back to 50% in subsequent years 

--increase from $25,000 to $100,000 in amount of used 
property that may qualify for investment credit 

--provision for credit to be allowed as progress 
payments are made, a permanent change 

COST: $3.3 billion 

10. Corporate tax rate changes 

--surtax exemption (which determines amount taxable at 
rates below 48%) increased from $25,000 to $50,000 
of .taxable income 

--rate on first $25,000 of taxable income reduced 
from 22% to 20% (second $25,000 of taxable income 
will be taxable at 22% rate, balance of income at 
48% rate) 

--effective for taxable years ending in 1975 

COST: $1.5 billion 

11. Accumulated earnings tax 

--minimum accumulated earnings tax credit increased 
from $100,000 to $150,000 

--permanent change -•COST: Nominal 

12. Work Incentive (WIN) Program Tax Credit 

--win credit of 20% of wages paid to a new employee 
during first 12 months of employment extended to 
employment of welfare recipients if employment 
lasts at least one month. Under present law, the 
new employee must be a participant in the WIN 
program administered by the Departments of Labor 
and Health, Education and Welfare and must be 
employed for at least 24 months 

-~as under present law, the new employee may not 
displace another employee 































































































































































17. Deferral of Income of Foreign Subsidiaries 

The Conference agreement provides: 

(1) If have tax haven income and it 

30% or less of their total income, they are not taxed currently. 

The provision would change the 30% to 10%. 

(2) Shipping income would be taxed currently unless reinvested 

in shipping. 

(3) Repeals the minimum distribution exceptions under sub. F 

except for agricultural commodities notindigenous to the U.S. 

(4) Certain changes in the treatment of subsidiary income reinvested 

in less developed countries. 

18. Oi 1 

The effective date for these provisions is January l, 1976 

and the revenue gain is $225 million. 

The Conference action provides for a repeal of percentage depletion 

generally. However, 22% depletion on oil and gas will be available 

on the first 2,000 barrels of oil in 1975 with the number of barrels 

getting the 22% reduced 200 barrels per year through 1980. In 1981 

a 20% depletion would be available on the first 1,000 barrels and this 

rate of depletion is reduced to 18% in 1982, 16% in 1983, and 15% 

in 1984 and thereafter. For this later period (between 1981-1985) secondary 

and tertiary wells would continue to get the 22% depletion rate but would 

get only 15% thereafter. The 50% limit on net taxes increased to 65% 

immediately. 



... 

Revenue 

Individual Tax Cuts 

Business Tax Cuts 

Social Security and 

Unemployment Comp. Changes 

TOTAL 

Tax Increases 

Depletion 

Foreign 

Net Revenue Loss of Bill 

$18.l billion 

4.8 

1.9 

$24.8 billion 

$ 1 . 7 bi 11 ion 

.3 

$22.8 bill ion 

t'AGe If. 




